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Paraguayan President Luis Gonzalez Macchi made changes to his Cabinet to "improve internal
security." While administration officials said the increase in crime and the ongoing inability to
increase tax revenues were behind the changes, political considerations also played a role. The
government of Gonzalez Macchi has been in crisis since August 13, when the long-governing
Partido Colorado (Asociacion Nacional Republicana, ANR) lost its first election in 53 years (see
NotiSur, 2000-08-25).
Colorado candidate Felix Argana lost the race for vice president to Julio Cesar Franco of the Partido
Liberal Radical Autentico (PLRA). Argana is the son of late vice president Luis Maria Argana,
who was assassinated in March 1999. The crisis following his assassination brought down the
government of President Raul Cubas Grau. Former military strongman Lino Oviedo, jailed in Brazil
while awaiting extradition, is accused of ordering the assassination (see NotiSur, 2000-06- 16).
The Partido Colorado's loss of the vice presidential election left Gonzalez Macchi with a vice
president from the main opposition party. On Sept. 24, Gonzalez Macchi said he regretted not
having a vice president from his same party, and he admitted being somewhat uncomfortable in this
regard. "I would have been more comfortable" governing with a Colorado, said the president in an
interview with the Paraguayan daily Noticias, although he said his relations with Franco were good.

President cites economy, security as reasons for changes
Immediately after the election, another son of the slain vice president, Nelson Argana, resigned
as defense minister. He was replaced by Adm. Ramon Ocampos Alfaro. The recent changes to the
Cabinet are all with Partido Colorado ministers, leaving unaffected the balance of power between
the Colorados and their governing-coalition partner, the Partido Encuentro Nacional (PEN).
The PEN, third-largest political group in Paraguay, heads two ministries and several important
ambassadorial posts. Gov. Julio Cesar Fanego of the department of Paraguari will be the new
interior minister, replacing Walter Bower. Bower will take over the post of public works minister,
replacing Jose Alberto Planas.
At the swearing-in of Fanego and Bower, Gonzales Macchi also said that Francisco Oviedo Britez
was replacing Federico Zayas as finance minister. Central Bank chief Washington Aswell offered to
step down, although the executive has not said whether it will accept.
Although the government did not explain the reason for the removal of Zayas, the minister had been
harshly criticized by private business owners, other Cabinet ministers, and government officials
in charge of the lengthy privatization process. Zayas has occupied his post, which includes the
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function of economy minister, since April 1999, shortly after Macchi came to power. Business leaders
questioned Zayas' lack of success in controlling the US$233 million fiscal deficit, which in 1999
surpassed 2.4% of GDP.
Other Cabinet ministers criticized Zayas for reducing public spending, while those working on
privatization accused him of not supporting efforts to privatize state enterprises. Speaking to the
press, Gonzalez Macchi referred to both the economic and security issues as he explained the
changes. He said a "high percentage" of the wave of assaults and other criminal acts that has hit
the country can be traced to the economic crisis and its accompanying unemployment and social
problems.
State revenues have been "very reduced," and the government has been unable to substantially
decrease rampant tax evasion, the president said, adding that it was necessary to have in place a
very efficient finance minister since the next two years are expected to be "very difficult."
The government's fiscal concerns deepened following a recent visit from a technical team of the
International Monetary Fund (IMF) who said the fiscal deficit and the increase in public debt could
lead to an "economic debacle."
In the latter half of September, the IMF team, headed by Juan Carlos Jaramillo, visited Paraguay at
the invitation of the government to examine the economic health of the country. Jaramillo lamented
the delay in implementing state reforms and said getting the plan back on track would be difficult
given the enormous political difficulties. He also called government income projections for 2001
"optimistic." Jaramillo suggested negotiating a "monitoring" program with the IMF, conditioned
upon the implementation of a rigid economic adjustment package.
Jaramillo said "privatizations are important, but the most urgent task is to reduce the size of state
administration and improve efficiency in tax collection." He called on the government to freeze
hiring in the ministries, freeze salaries of public employees, enact "more flexible" labor laws, and
maintain "reasonable" levels of public investment. Paraguay, with a population of 5.4 million
people, has 212,000 people on the public payroll. Their salaries eat up 9% of GDP, up from 3.5% of
GDP a decade ago.
At the end of the visit, Jaramillo issued a strong warning. He said to finance the deficit, the
government has been increasing both its internal and foreign debt. Public debt is now about 30% of
GDP and could reach 35% to 40%, which would be unsustainable and would lead to defaults on debt
payments and trigger an inflationary spiral.

Changes also indicative of in-fighting among Colorados
The ousted Planas has had close ties with the family of former dictator Alfredo Stroessner
(1954-1989), now in exile in Brazil. Local analysts say Planas is now closer to the sector of the
Arganista wing (Movimiento de Reconciliacion Colorado, MRC) of the Partido Colorado that
includes Argana's sons than to party president Sen. Bader Rachid Lichi. Rachid Lichi favors
an accommodation with the Oviedista wing of the party (Union Nacional de Colorados Eticos,
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UNACE), created by Oviedo in 1996. That position has brought strong criticism from Argana's sons.
Both Rachid Lichi and the Arganas belong to the MRC, headed by Gonzalez Macchi.
In recent days, a series of meetings have taken place among party leaders with the mediation of the
president to try to smooth over differences and end the party crisis. Rachid Lichi's leadership will be
challenged at a party convention in November, but after the August electoral loss a sizeable group of
local party leaders called for immediate party elections to replace Rachid Lichi.
"The party leadership is in power illegally because in September 1999 there was supposed to be a
party election," said Luis Martinez, spokesperson for those who want Rachid Lichi out now. "We
not only want Rachid Lichi to leave the party but to give us a report on how much he spent on the
electoral campaign for Felix Argana and explain to us why we lost the elections."
On Sept. 13, Rachid Lichi threatened to withdraw his support from the president and form his own
political movement. His comments were interpreted as a deepening of the Colorado crisis. The
Argana family, particularly former defense minister Nelson Argana, "is determined that I step aside,
but I will do that when I decide," said Rachid Lichi, clearly challenging party leaders who blame
him for the loss of the vice presidential election. "They should know that the day I retire [as head of
the Partido Colorado] it will be to start another movement. I'm through with half-hearted measures
and my patience and my prudence have been exhausted," said the politician. [Sources: El Nuevo
Herald (Miami), 09/09/00; Notimex, 09/24/00; Spanish news service EFE, 09/13/00, 09/24/00, 10/01/00,
10/02/00; CNN, Reuters, 10/02/00]
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